
Beforethe
FEDERAL COMMUNICATIONS COMMISSION

Washington,D.C. 20554

In theMatterof )
)

Federal-StateJointBoardon ) CC DocketNo. 96-45
UniversalService )

COMMENTS OF AT&T CORP.

Pursuantto Section1.415 oftheCommission’sRules,47 C.F.R.§ 1.415,andthe

Federal-StateJointBoard’sPublicNotice,FCC04J-02,releasedAugust16, 2004

(“HarmonizationNotice”),’ AT&T Coi~p.(“AT&T”) submitsthesecommentsrelatingto the

appropriatehigh-costuniversalservicesupportmechanismsfor rural carriersthat shouldsucceed

thefive-yearplanadoptedin theRural TaskForceOrder.2 AT&T believestheCommission

shouldnotmoveforwardwith this matternow butrathershouldfocuson theICF Planand

ETC/High-CostNoticeprior to addressingtheseissues.

INTRODUCTION

OnJune28, 2004,theCommissionreferredthis matterto theJoint Board, askingit to

makearecommendationregardingtheappropriaterural high-costuniversalservicemechanism

that shouldsucceedthefive-yearplanadoptedin theRural TaskForce Orderanddueto end on

June30, 2006.~Pursuantto thatreferral,theJointBoardseekscommentin severalareas,

1 TheHarmonizationNoticewaspublishedat 69 Fed.Reg.53917(Sept.3, 2004).

2 Federal-StateJoint Boardon UniversalService,et al., FourteenthReportandOrder, 16 FCC

Rcd. 11244,¶ 27 (2001)(“Rural TaskForceOrder”). AT&T refersto plan adoptedthereinas

~Federal-StateJoint Boardon UniversalService,CC DocketNo. 96-45,FCC04-125,¶ 7
(rel. June28, 2004).



including: (1) whetherauniversalservicesupportmechanismfor ruralcarriersbasedon

forward-lookingeconomiccostestimatesorembeddedcostswould mostefficiently and

effectively achievethegoalsset forth in theTelecommunicationsAct of 1996;(2) whetherthe

Commissionshouldcontinueto rely on thedefinition of“rural telephonecompany”for high-cost

universalservicesupportpurposes;(3) whetherit would be in thepublic interestto consolidate

multiple studyareaswithin astate;and(4) whethertheCommissionshouldretainor modify

section54.305of its rules, whichgovernstheamountofuniversalservicesupportfor transferred

exchanges.HarmonizationNotice¶ 1.

Almost two yearsago,in commentingon theJointBoard’sRecommendedDecision

respondingto theTenthCircuit’s remandin QwestCorp. v. FCC, 258 F.3d 1191 (
10

t~~Cir.

2001),concerningthemethodologyofdetermininghigh-costsupportfor nonrural carriers,

AT&T urgedtheCommissionto moveforwardwith harmonizingrural andnonruralhigh-cost

supportmechanisms.Specifically,in commentsfiled December20,2002 (at 18-21),AT&T

advocatedthatratherthancontinuingto fine-tunetheprogramfor nonruralcarriers,the

Commissionshouldbeginthefar moreimportantprocessofharmonizingthesupportprograms

for rural andnonruralcarriers,giventhat theCommissionhasestablishedan interim systemof

supportfor rural carrierswhich will expirein 2006. As theCommissionnotedin theRural Task

ForceOrder (~J8), “we intendto developoverthenext fewyearsa long-termuniversalservice

planfor rural carriersthat is bettercoordinatedwith thenon-ruralmechanism.”In particular,the

Commissionnotedthat in 1997 it haddecidedthat universalservicesupportmustbebasedon

forward-lookingeconomiccost, but thatit wouldpermit ruralcarriersto “shift gradually” to such

amechanism.Id. ¶ 4. Theinterim mechanismsestablishedin theRural TaskForceOrder are
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basedon embeddedcosts,butonly asan interim measureto permit sucha “gradualshift.”

Accordingly,AT&T urgedtheCommissionto beginthetaskof developingthepermanent

supportmechanismsfor therural carriers,basedon thesameprinciplesandfeaturesof the

programfor nonruralcarriers,including funding basedon forward-lookingeconomiccosts.

ARGUMENT

Muchhaschangedsince2002,whenAT&T urgedtheCommissionto focuson

harmonizingtherural andnonruralhigh-costsupportprograms. Therearenowat least

two critical mattersbeforetheCommissionthatAT&T believesneedto be decidedin advanceof

theharmonizationdocketbecausetheywill haveasignificantimpactonhowtheCommission

proceedswith ruralcarriersupportpost-RTF. Thetwo proceedingsthattheCommissionshould

addressfirst are: (1) thecomprehensiveproposalfor IntercarrierCompensationand

UniversalServiceReformsubmittedby theIntercarrierCompensationForum(“ICF”)4 in

expartesfiled August13, 2004and October5, 2004,and(2) the Commission’sETC/High-Cost

Notice,5releasedJune8, 2004,concerningtherural high-costsupportmechanismandthe

designationofEligible TelecommunicationsCarriers(“ETC5”) in areasservedby rural carriers.

Thesetwo proceedingswill inevitably shapetheharmonizationofUSF high-costsupport.

Thekey featureof theICF Planis thatit is acomprehensiveproposalandwould obviate,

at leastfor now, theneedto takefurtherstepsto harmonizerural andnonruralhigh-costsupport.

~Developinga UnijIedlntercarrier CompensationRegime,CC DocketNo. 01-92.

~Federal-StateJointBoardon UniversalService,RecommendedDecision,CC Docket
No. 96-45,FCC04J-1 (2004)(“RecommendedDecision”); seealso Federal-StateJointBoard
on UniversalService,Noticeof ProposedRulemaking,CC DocketNo. 96-45,FCC04-127
(rel. June8, 2004)(“ETC/High-CostNotice”).
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Among otherfeatures,theICF Planproposesto reformtoday’sfracturedintercarrier

compensationrulesby restructuringrates,andreducingand unifying terminatingcompensation,

andmoving,by 2008, to a uniform intercarriercompensationsystemthat eliminatesoriginating

chargesand,exceptin rural areas,intra-networkterminatingtransportcharges.Although the

Planwill completethetransitionto a comprehensivebill-and-keepsystem,replacingthecurrent

inefficient intercarriercompensationmechanism,with rationalend-userchargesandexplicit

universalservicemechanisms,it hasspecialfeaturesto protectrural America. In particular,the

Planensuresthatrural carrierswill havetheoptionof maintaininga revenuestreamwhenthey

provideterminatingtransportservices.In addition, theICF proposalwill createfor “covered

rural carriers”6aTransitionalNetworkRecoveryMechanism(“TRNM”), which is a universal

servicehigh-costsupportmechanism,andwhich will befully portablefor all non-CMRSETCs.

TheICF Planrecognizesthatnon-CMRSETCs(whoaregenerallywireline LECs) in high-cost

rural areasareuniquelydependenton accesschargesfor support,andthatthetransitionto

bill-and-keepwill be moredisruptiveto thesecarriersthanothers. ThePlancontemplatesthat

theCommissionwill re-examinetheTNRM eligibility restrictionin 2013.

In theETC/High-CostNotice,therecorddemonstratesquite clearlythatthe Commission

should,astheJointBoardrecommended,taketwo principalactionsto preventrunawayUSF

growth. First, asAT&T showed,theCommissionshouldestablishmandatoryguidelinesthat

6 TheICF Plandefines“coveredrural carriers”to excludeall Bell company-affiliatedstudyareas

thatwould receivehigh-costsupportundertheICF Plan’s IntercarrierCompensationRecovery
Mechanism(“ICRM”), aUSF supportmechanismthatwould be portableto bothwireline and
wirelessETCs. Ex ParteBrief oftheIntercarrierCompensationForumin Supportofthe
IntercarrierCompensationandUniversalServiceReformPlan,CC DocketNo. 01-92,filed
October5, 2004,at26, & AppendixA at 19.
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strictly limit additionalruralETC designations.7Thethresholdquestionofwhetherthereshould

bemultiple ETCsin ruralstudy areasneedsto be addressedvia a rigorouspublic interest

cost-benefitanalysis,whichweighsthepotentialbenefitsof multiple ETCsagainstthe

incrementalcostto theUSF. Suchquantificationis theonly way for regulatorsto demonstrate

thepublic interestofmultiple ETCsin rural studyareasandovercomethelogic that, absent

substantialcountervailingreasons,competitionshouldlower thecostofprovidinguniversal

service,not increaseit. As partof suchatest,to avoidthespiralinggrowth oftheUSF, the

Commissionshouldseta benchmarkofhigh-costsupportperline, abovewhich therewould bea

rebuttablepresumptionthatastudy areaservedby arate-of-returnregulatedincumbentLEC will

be limited to oneETC. Second,theCommissionshouldlimit high-costsupportto a single

connectionto eachhomeor businessin rural study areaswheremultiple ETCshavebeen

determinedto be in thepublic interest. As theJoint Boardconcluded,this is “more consistent

with thegoalsof section254 [of theAct] thanthepresentsystem,andis necessaryto preserve

thesustainabilityoftheuniversalservicefund.” Federal-StateJointBoardon Universal

Service,RecommendedDecision,FCC04J-1,CC DocketNo. 96-45,¶ 56 (2004). It would also

“sendmoreappropriateentrysignalsin rural andhigh-costareas,andwould be competitively

neutral.” Id.8 As notedabove,theCommissionshouldnot addressrural/nonruralharmonization

7SeeAT&T Comments,filed August 6, 2004,at 25-29,andAT&T ReplyComments,filed
September21, 2004,at 2-10,in CC DocketNo. 96-45.
8 Theopponentsto this latterapproach: (1) disregardthefact thatmobility is not a supported

service,(2) incorrectlyassumethatprimaryline distributionwould applyeverywherewhenin
fact it would applyonly in rural study areaswith multiple ETCs,and(3) fail to recognizethat
that only newnon-primarylineswould not be supported,andthecostofinstalling suchlines is
muchlower thanof installingprimarylines. SeeAT&T ReplyComments,filed September21,
2004,at 7-18,in CC DocketNo. 96-45.
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until it addressestheICF PlanandtheETC/High-CostNotice. If adopted,thesemeasureswould

go a long waytowardobviatingtheneedfor moredrasticchangesto therural high-cost

mechanism,suchasmovingto aforward-lookingcoststandardor modifying the level of

aggregationatwhich high-costsupportis measured.

In the instantproceeding,theCommissionhasaskedtheJointBoardto takeinto account

the significantdistinctionsamongrural carriers,andbetweenrural andnonruralcarriers.

Althoughtherearemanydifferencesbetweenthem,onekey fact is that rural carriersreceive

high-costsupportbasedon embeddedcostsratherthanforward-lookingcostsfor nonrural

carriers. Anotheris thatthereareseparaterural programsfor loop support(High-Cost Loop

Supportor HCLS),andswitchingsupport(Local SwitchingSupportor LSS). By contrast,there

is onehigh-costprogramfor non-ruralcarriers(High-CostModel SupportorHCMS) that

providessupportfor all ofthecomponentsof universalservice: ioop, switching,andtransport.

TheRural TaskForceOrder dealtprimarily only with loop support(HCLS),andtheJointBoard

askswhetherseparateloop andswitchingsupportmechanismsarenecessary.Harmonization

Notice¶ 47. This is amatterwarrantingfurtherconsideration,but at a later date.

TheHarmonizationNotice(~J~J18-36)focuseson theon thecoststandardusedfor

determininghigh-costsupportfor rural carrierss,whetherit shouldbebasedon embeddedcosts

or forward-lookingcosts. As theJoint Boardrecognizes,thecoststandardis butone of the

dimensionswhererural andnonruralsupportdiffers. Id. ¶~J18-19,38-47. Anotherdimensionis

themethodologyto be employed. Both loop (HCLS) andswitching(LSS)supportare

determinedatthestudyarealevel, eachusingdifferent formulasfor measuringsupport. Now,

the CommissionhasaskedtheJointBoardto consideraggregatingmultiple studyareasatthe
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holdingcompanylevel within thestate. This would likely resultin lesshigh-costsupport,by

taking into accountthe economiesof scaleof a serviceproviderwith multiple studyareaswithin

a givenstate. By contrast,nonruralsupportis aggregatedatthestatelevel (acrossmultiple

unaffiliatedstudyareas)primarily becausesuchstatewidecostaggregationfacilitatesthe s

taking primaryresponsibilityforratecomparabilityamongstates,with eachstatecommission

taking primaryresponsibilityfor ratecomparabilitywithin its state.However,becausestatewide

averagingwouldpotentiallyresultin drasticcutsin high-costsupportfor rural carriers,it may

resultin majordislocationsin support. This is but oneofmanythorny issuesthatthe

Commissionneednotnow address.

In short,AT&T believesthattheCommissionshouldnot devoteits resourcesat this time

to resolvingtheissuesraisedin theHarmonizationNotice,but shouldinsteadproceedto

considertheICF Plan,which is acomprehensiveproposalthat, if adopted,wouldprovide

sustainablerevenuesandhigh-costsupportfor rural carriers.To besure,by eliminatingmost

formsof intercarriercompensation,theICF Planwill requireadditionalUSF supportto keep

end-userchargesatreasonablelevels.

Accordingly,theICF PlanrevisestheUSF contributionmechanismfrom thecurrent

unsustainablerevenue-basedmethodologyto anumbers-basedapproach.As theCommissionis

well aware,thereis substantialinstability andtremendouspressureon thesizeoftheUSF at

present. Therevenueassessmentbasecontinuesto decline,drivenby thesubstitutionofwireless

for wireline long distance,thegrowthofnon-telecommunicationslongdistancesubstitutessuch

ase-mailandinstantmessaging,andthe“leakage”createdashigher andhighercontribution

factorsinducecustomersandtheirprovidersto structurecontractsthatbundleinterstate
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telecommunicationsserviceswith intrastateservices,informationservices,andcustomer

premisesequipmentto minimize therevenueattributedto interstatetelecommunications

services.9Theinterstateretailrevenuebaseis declining,andthereforetheCommissionhashad

to useunspentSchoolandLibrariesmoneyto limit the increasein thecontributionfactoron

severaloccasions,including thethird andfourthquartersof2004.10 The ICF Plancontainsa

rationaleassessmentmechanism,namely,anumbers-basedsolution,whichtheCommission

shouldadoptbeforeit entertainsanythingthat might result in extraordinaryincreasesto rural

high-costsupport. In addition,by adoptingastringentpublic interesttestto limit mostrural

studyareasto one ETC,or limiting supportto theprimaryline in studyareaswith multiple

ETCs,the Commissionwill havegonealong waytowardmitigatinggrowthin rural high-cost

support.

~SeegenerallyCommentsof Coalitionfor SustainableUniversalService,filed April 22,2002,
CC DocketNos.96-45,etal.

10 See,e.g., PublicNotice,ProposedFourth Quarter2004 UniversalServiceContribution
Factor,DA 04-2976,at 2 n.7 (rel. Sept.16, 2004),andPublicNotice,ProposedThirdQuarter
2004 UniversalServiceContributionFactor,DA 04-1613, at 1-2 & n.7 (rel. June7, 2004).
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CONCLUSION

For thesereasons,theCommissionshouldhold off its planneddetailedreviewofpost-

RTF high-costsupportatthis time. Instead,it shouldfocusits resourceson thecomprehensive

ICF Planfor intercarriercompensationreform,which includesarural high-costprogramand

reformstheUSFcontributionmethodology,aswell astheETC/High-CostNoticeprior to

addressingthe issueofrural/nonruralharmonization.

Respectfullysubmitted,

AT&T CORP.

/s/ JudySello
LeonardJ. Cali
LawrenceJ. Lafaro
JudySello
AT&T Coi~p,
Room3A229
OneAT&T Way
Bedminster,NJ 07921
(908) 532-1846

October15,2004 Attorneysfor AT&T Corp.
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CERTIFICATE OF SERVICE

I, JudySello,herebycertify that, on October15, 2004,I havecausedtrueandcorrect

copiesofthis documentto befiled andservedelectronicallyon the following:

MarleneH. Dortch BestCopy andPrinting,Inc. (BCPI)
Secretary PortalsII
FederalCommunicationsCommission 445

12
th Street,S.W.

~ l2~”Street,S.W. RoomCY-B402
Washington,DC 20554 Washington,DC 20554

www.bcpiweb.com

SherylTodd
TelecommunicationsAccessPolicyDivision
WirelineCompetitionBureau
FederalCommunicationsCommission
~ l2t~~Street,S.W.
Room5-B540
Washington,DC 20554
Sheryl.todd(~,fcc.gov

/s/Judy5db
JudySello


